
-is  necessary t o  insuretha tthea l lowablein te res texpense  onItem C 
c a p i t a l  deb t  s h a l lb e  computedassuming tha t  thedebt  has beenreduced b y  
the requiredamounts. ' 

Reasonableness : 

Item A determiner t h e  moun t  of t h e  capi ta l  deb t  r educ t ion  a l lowance  
One o f  t h e  concerns raised i n  t h e  LAC Report,(p.  m i ) ,  is the excessive 
amount of d e b t  f i nanc ingin  the  K F / =  i ndus t ry  and the i n s t a b i l i t y  which 
t h a t  c r e a t e s .  (LAC Report,  1983: p. mi.) This  item vi11 r e s u l ti n  
inc reaseds t ab i l i t ytotheindus t ryth roughthe  prepaymentof c a p i t a ld e b t .  
In a d d i t i o n ,  t h e  r e s u l t  vi11 be less i n t e r e s t  expenre on c a p i t a l  d e b t  which 
addresses the costcontainmentmeasurerofminnesotaStatufer,  section 
2561.501, Subdivis ion 3. Addi t iona l ly ,th i srubpa r t  8100 rewardsthe 8CCU­
mulat ionofequi ty  by increas ingboththe  amount of t h e  c a p i t a l  d e b t  reduc­
t ional lowance a# thepercent  of def ined  equ i ty  is increased  and also t h e  
po r t ion  of t he  amount which can beused a t  thediscre t ionoftheprovider .
The LAC Report r h o  teeomended t h a t  an allowance bebared 00 t h e  a c t u a l  
Capi ta linvestment  of t hep rov ide r ,  and t h a t  a reward t o  recourage c a p i t a l  
investmentbeprovided.Both of thorerecommendations are accomplishedby
t h i s  item. "hi8 allowance is no t  related t o  a coatincurredbythepro­
v ide r .Add i t iona l ly ,in t e re s t  income, f o rt h e  mort p a r t ,  is n o tr e q u i r e dt o  
be o f f s e ta g a i n s tc a p i t a ld e b ti n t e r e s t  expense. Therefore, the combination 
of t hese  two f ac to r s ,bo tho f  which increase  as thepercentage of e q u i t y
i n c r e a s e r ,  r e s u l t s  i n  a reasonableincent iveforproviders  t o  accumulate 
equ i ty .  (See Exhib i t  C.) Furthermore,theprovider ,  upon p a m o t  of the 
cap i t a l  deb t  t h rough  amountsreimbursedbytheMedical assistance Program
rece ives  the unencumbered ovae r rh ip  of t h e  c a p i t a l  assets. 

I t e m  B i s  a reasonable  method tode te rminethepe rcen ta l e  of equi ty-
s i n c e  i t  d i v i d e s  t h e  f a c i l i t y ' #  a l l o w a b l e  h i s t o r i c a l  c a p i t a l  c o a t  of c a p i t a l  
a s s e t s  a8 determinedaccordingtothereproposed rule p a r t s  by the,  amount of 

' defined equ i ty .  

Item C is  reasonablebecause i t  doesnotrequirethereduct ion of 

> I  
c a p i t a l  d e b t  when the '  provider  is  p roh ib i t ed  from prepaying the  debt .  

\ I  Item D i s  a rearonable  method for  the
I 

determining  annual  amount t o  be 
p i I 

a p p l i e dt oe a c h  r e p o r t i n g  year s i n c e  i t  takes theperdiem amount paid 
v c. dur ing  repor t ing  appropriate  day8the  year  times the resident  of  t h a t  
Q, Ci :
E < - r epor t ing  year. T h i sr e s u l t si n  the  amount a c t u a l l yp a i dt ot h ep r o v i d e r  
Q, c. r 
4- c. . dur ingtherepor t ing  year forthepurpose of cap i t a ldeb tr educ t ion .  

I t e m  E is  reasonables ince  t h e  amount inc ludedinthecap i t a ldeb t  
reductionallowance is  paid s o l e l y  f o r  t he  purposeofaccelerat ingprincipal  
payments on capi ta l  deb t  beyond the amountsinc ludedcurren t ly  in t h e  

, payment r a t e rf o r  t h a t  purpose. To permitthese payment, t o  beused 
I c o n t r a r yt o  t h i s  item would circumvent the  i n t e n t  which is t o  r educecap i t a l  

k , r  debt  and the  r e l a t e di n t e r e s t  expenre.
o , ry c  

0 
Item F is reasonable  p r i o r i t yL L  x ;  - because i t  e s t a b l i s h e s  as a f i r s t  t h e  

I 2 :- reduct ion  of a c a p i t a ld e b t  which is  notcurrent lybeingreduced by required
pr inc ipa l  payments. Those deb t s  would never be pa idof fthroughotherre im 
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bursement amounts. Since one of theobjectives of i n c l u d i n g  this  payment in 
therateis t o  reduce interest  expense, i t  i s  reasonablethatthe amount be 
appliedsecondarilytothecapitaldebt w i t h  thehighestannual interest  
expense. 

Since thissubpart 's purpose i s  to reduce capitaldebt,  i t  i s  reason­
ablethatitem C atate  that  the interest  expense related t o  theportion of 
capital debt reduced be a nonallowable coat. 

Statement o f  Need: 

Subpart 6 establishes an energyconservationincentive. The rising 
coats of u t i l i t i e s  and theperiodicfuelshortage, of thepart few years
haveprompted prudent managerr to take a harder look a t  way8 of controlling 
energy c o s t s  It is necessary to  encourageconservation of energy. There­
fore,  s o y  incentive to invert  i n  energy conrematiom measures is 
appropriate. 

reasonableness : 

An investment which results i n  a long-term reduction in u t i l i t y  and 
fuel costs qualifier as a tort containment measure for an ef f ic ien t ly  and 
economicallyoperated f ac i l i t y .  The incentive provided io t o  allowintereat 
expenre on debtincurredforenergyconremationmeasures even though the 
result in6 capital  debt exceed, the 80 percent o f  historical  cost  limit 
imposed i n  subpart 3, item P. Also, for smaller investments which do not 
exceed $1 per residentday,theprovisions i n  part 9553.0035, rubpart 8, 
which may have requiredtheexpenditure to  be capitalized are waived 

I t  -is also rearonable to require that there requests for exemptions be 
accompanied by an energyaudit by a cer t i f ied professional  

Statement of Need: 

Subpart 7 determiner reimbursement of leare and rental  expeare. The 
LAC Report discussesseveral problems regardingthe reimbursement of leare 

s or  rentalcost  such a8 noncompliance w i t h  generallyacceptedaccountins 
principles,  diminishedcontrol of thestate over investments and increased 
costs when leased f ac i l i t i e s  a r e  l a t e r  purchased (LAC Report, 1983: p. 69.)  
Additionally,. some leases between related organization are not disclored t o  
the Department result in8 i n  inappropriate payments. Other leases have esca­
latorclauses which increasethe c o a t  of the leare automatically while the 

P L'
u c i .  actualhistoricalcoat would decrease  In general, t h e  cost  of learing a 
$ 2 E physicalplantis -re expenrivethan ownership. Sincethe Medical 
2 2 Assistance Program pays thesecoats, i t  i s  i n  the economic interest  of the
0" 2 L s t a t e  t o  disallow h a r e  and rentalcoats when ownership i s  less c o s t l y  

I - T h i s  positionissuppotted by Minnesota s t a tu t e s  s ec t ion  2568.501, rub­
d i v i s i o n  3 which requires"coatcontainment measures that assure efficient 
a d  prudent management of c a p i t a l  c o s t s  and limitation8 on the amounts of 
reimbursement forproperty. 

-e Reasonableness: - a
a d  
a , a  

I t e m  A5 FCK -is reasonable i n  order to allow the leare .or rental  of depre­
ciable equipment i n  cases where i t  is  coateffective. Prudent management' '' practices should allow for leaseorrentalcoats when they are  equal t o  or 
less  thanthecost of purchasingthe same equipment. I t  is  also reasonable 



to  allow costs for the lease or  rental  of depreciableassetsfor a p a r i d  of  
Less than 60 days since i t  m y  not  be c o s t  effect ive t o  purchase assets 
which  are used infrequently and for short periods of time. 

Item I i o  rearonable because i t  is  essent ia l  to  es tabl ish the c r i t e r i a  
by which provider8 and thedepartmentdetermine whether or not a lease is  an 
arms-lengthtransaction tearer thatresul t  from sale and lease back 
arrangements are not conrideredarm-length i n  that  they may allowproviders 
t o  escape from limitations on depreciation and interest  expenre and gain 
additional reimbursement through rentalagreements 

tearer  thatincludeoption8tobuyatlessthananticipatedvalue pre­
sume that the difference w i l l  usually be covered by higherleare payments 
pr ior  t o  purchase of the  a r re t .  I t  i o  rearonablenotto reimbursethese 
highercost0 and the s ta te  w i l l  notconriderthereleare or rental  
agreements arms-length t ransac t ions  

leases or rental agreements between related organizations are not arms 
lengthtransactions rad must be reimbursed a t  coat. 

Subitem 4 establishes that leases which are  required t o  be capitalized 
i n  accordance with generallyacceptedaccounting principles are not con­
sidered.tu-length. m i l l e r  comprehensive C A M  Guide. 1984, ( 0 .  26.091, 
lists four c r i t e r i a  t o  determine whether or not a lease rhoold be ,capitalised : 

"Ownerrhip of t h e  property i o  t r an fe r r ed  to  the leare. by the 
end o f  the  leare term. 

.The leare contains a bargainpurchaseoption 

theh a r e  term, a t  inception,issubatantially (75 parcent or more 
equal totheestimated economic l i f e  of  the  learedpropertyincluding 
earlieryears of u s e  (Exception: This part icularcr i ter ion cannot 
be used for a leare that begin0within the  las t  21) percent of the 
originalestimated economic l i f e  of the  learedproperty.) 

The presentvalue of the minimum leare payments a t  the .  beginning of 
thelease term,excludingexecutorycoats and p ro f i t s  thereonto be 
paid by the l e s s o r  is 90 percentor more of thefairvalue of the 
property a t  t h e  inception o f  thelease,less any investment tax 

-	 creditretained by thelessor and expected t o  be realized by them. 
(Exception: Thio part icularcr i ter ion cannot be used for a lease 
thatbeginswithinthelastpercent of theoriginalestimated 
economic l i f e  of theleasedproperty.)" ( G M P  Guide, 1984: p. 2 6 . 0 9 , )  

, 	 Item C establishes which physicalplant leases are allowable. This-
provision i s  a reasonablecoatcontainment methodwhich assures efficient 
and prudent  management of capital  arret0 minnesota Statute#,  section 
2568.501, subdivision 3 . ) .  Over the l i f e  of thephysicalplant,learingis 
Ear more expensivethanownership.Therefore, i t  isreasonableforthe 
s ta te  to  disal low leare  cost  whether ornotthe h a r e  is arms-length and to  
pay insteadpropertyrelatedcosts a0 i f  t h e  h a r e  d i d  not e x i s t  
Additionally, were the  a t a t e  t o  allow the leare coot of physicalplant,the 
intent of theDeficit ReductionAct,1984, would be circumvented since sales 
of leased f a c i l i t i e s  by thelessor may increasethepropertycoats of the 
f a c i l i t y .  However, i t  i s  necessary and reasonable toallowthecoat of 
arms-lengthleasesthat were enteredinto p r i o r  to  January 1, 1984 sincethe 



-Item D establishes what the s t a t e  w i l l  pay i n  l ieu of disallowed 
l eases .  K t  is  reasonable t o  allowtheprovider toreceivedepreciation,
in te res t ,  and otherreasonablecosts of thelessor such as real estatetaxes 
because thecosta of these assets are necessarilyincurredforthequality 
care o f  residents i n  ICFs/p(B, The lessor 'shis tor icalcapi ta lcost  of capi­
t a l  a s se t s  and his tor ical  capi ta l  debt  vi11 be used indetermining allowable 
depreciation and interest  expense on the  capi ta lasset .  "his provision 
assures that the costs that must be incurred by economically and eff ic ient ly  
operated f ac i l i t i e s  a r e  reimbursed. 

Item E is  reasonable j u s t  to insure that lease coat0 which areallowed.-
together w i t h  other propertyrelated c ,if0 of t h e  f a c i l i t y  do not exceed 
the  investment per  bed limit which apply to a l l  provider,. 

Item P describesdescribes theconditions under which t he  capital debt reduction-
allowance w i l l  be paid t o  a provider wi th  a capi ta l  lease lot  those pro­

from a related organization it i o  reasonableto reimburse 
the capital debt reduction allowance based upon the  combined equity of the 
lessor and the lessee Thio  recognizes the  f a c t  that the  lessor .ad lessee 
are actually t h e  same entity.  * .  

-Item C states that  depreciation on leased capital  arret8 between 
relatedorganizations is  subjecttothe funded depreciationrequirementsin 
these proposed ruleparts ,  This provision is reasonable because the  lessor 
and the lessee arethe same en t i ty  with the saw benefit. and obligations of 
ownership. 

item describes how transactionsinvolvingthepurchase of leased 
capi ta l  asse ts  will be handled, I t  is reasonable t o  treat t h e  purchase of a 
previously leased capital a s s e t  i n  a manner consistent wi th  the acquisition
of a used capi ta lasset .  I t  is thenlogicalto apply tho r u b  applicable 
t o  used capi ta l  assets  as outlined in parts 9SS3,OOlO to  9353.0080 to the 
previouslyleasedcapitalasset. In orderto limit an upgradin# of the 
his tor ical  cost  of the capital  asset  result ing from potentiallyhigher 
deprec i a t ion  and interest  expenses, i t  is reasonable t o  r e s t r i c t  the 
allowablepropertyrelatedcosts on the purchased capi ta l  asset  t o  the 
amount allowed for t h e  lease or rental agreement priortothesale.  This 
provision is  consis tent  w i t h  t h e  intent of theDeficit ReductionAct, 1984 
which prohibitsincreases i n  reimbursementsbecause of sales. This provi­
sionalsoaddressesconcernsraised i n  the LAC Report. (LAC Report, 1983: 
Q. 71.)  

statement of Need and Reasonableness: 

Subpart 1 providesforthecomputation of t h e  t o t a l  payment ra te  as t h e  
sum of the separately determined rates  for  t h e  total'operatingcost payment 
ra te  and thepropertyrelated cost  payment rate.  This provision i s  
necessary and reasonable i n  ordertoestablish one payment rate for each 
f a c i l i t y  f o r  b i l l i n g  purposes. 
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S u b p a r t  2 e s t a b l i s h e sl i m i t a t i o n s  on the t o t a l  payment r a t e  and pro­
v ides  for except ions.  The p r i v a t e  pay l i m i t a t i o n  is  necessary and reason­
a b l et oa s s u r e  t ha t  t h e  MedicalAssistanceProgram does not pay more than 
pr iva tepayors  for similar se rv ices .  I t  is  reasonabletoexc lude  from t h i s  
l i m i t a t i o n  rates e s t ab l i shed  by thecommissioner for verydependent persons 
w i t h  spec ia lneedss ince  t h e  add i t iona lse rv icesrequ i r ed  by thesepersons 
a r e  by de f in i t i onno tinc ludedin  t h e  payment r a t e .  

Subpart  3 r e q u i r e sr e s p i t e  care rates t o  besepa ra t e lyiden t i f i ed .  
This is reasonablebecauseresp i tecare  services m y  be determined by other  
f u n d e r r  t h u s  a d i f f e r e n t i a l  in rater M y  be appropr ia te .  

subpart  4 providesforadjus tmentto  a t o t a l  payment rate i ne f f e c t  
f o r  a per iod  g rea t e r  t han  12 months d u e  t o  t h e  p h a s e  in of a common 
repor t ingyear .This  is rea ronab lebecause  a payment rate is normallyin 
e f f e c t  f o r  12 months andalongerper iodwarrant$recogni t ion  The CPI-U is 
an e s t a b l i s h e d  i n d e p e n d e n t  index of  p r i c e  level c h a n g e s  

Statement of Need and r e a s o n a b l e n e s s  

Subpart 1 e s t a b l i s h e s  p r o c d u r e s  rule a p p l i c a b i l i t y ,  e f f e c t i v e  d a t e r ,  
and s p e c i a l  rate r e t t i ngrequ i r emen t sfo r  newlyconstructed or es t ab l i shed  
f a c i l i t i e s  prior t o  receivingreimbursementfromthe M i c a 1  assistance 
Program. I t  is n e c e s s a r yt oe s t a b l i s hi n t e r i m  rate procedures for t h e r e  
f a c i l i t i e s  b e c a u s e  a h i s t o r i c a l  b a r e  fromwhich r a t e s  are der ived  does not  
e x i s t  thus it is r e a r o n a b l et o  use budgetedamounts forthepurposeof  
c a l c u l a t i n g  rates. it . is  also necessa ryto  allow s o w  conversion of C h a r  A 
beds t o  C h a r  B beds i n  o r d e r  t o  meet theDepartment 's  stated program
o b j e c t i v e s  of p r o v i d i n g  h a b i l i t a t i o n  services t o  a larger number of perrons 
notcapable  of s e l f - p r e s e r v a t i o n  i n  community ICF/HR s e t t i n g s  

It i s  necessary and reasonabletopermi tthe  use of t h e  i n t e r i m  a n d '  
s e t t l e - u p  rate se t t i ngprocedures  for a n  e x i s t i n g  f a c i l i t y  which is con­

0 \o v e r t i n g  more than 50 p e r c e n ti t ao f  l i c e n s e d  bed capac i ty  from Class A t o  
3 c l a s s  0 because of t h eo f t e ns i g n i f i c a n ti n c r e a s ei nb o t ho p e r a t i n g  and p r o  

p e t t yc o s t  which canoccur when meeting t h e  higherprogram,licensure,  and 
c e r t i f i c a t i o n  s t a n d a r d $ .iqq

) I t  is rearonable  t o  r equ i r ethepe rcen t  of bedsbeingconvertedto be 
more than  50 percent  since otherwiseproviderscouldrece ivein te r imra tes  

D L  
v Q
al a r '  a lmostperpe tua l ly  by making a series of minor conve r s ionsto  Class 6 beds 
L a w eachrepor t ing  year. The r e s u l t  would be  anongoingcircumvention of the 
E! 22 E cos tconta inmentmeasurestheseru lepar t sprovide .
io
3 2 s  

conversions and 
The 50 percentrequi rementef fec t ive ly  limits i n t e r i ms t a t u st o  once for 

thus the  advantages of i n t e r i ms t a t u s  over t he  normal r a t e  
s e t t i ngprocedures  w i l l  no tcons t i tu teanincent iveforcont inuour  Change.

I 
\ 

c' I t  is  r easonab lerequ i r e  p ro jec t edto  the  coa t  report t o  be io  
J - compliance w i t h  ru leprocedures  a$ t he  i n t e n t  is t oe s t a b l i s h  a rate i n  t h eo dg g con tex to ftheseru lepa r t s .  I t  is  also necessary and reasonabletonot  

: IU Q, app lyspec i f i c  parts of t h e  r u l et oi n t e r i m  rates when o p e r a t i o n a ld i f f e r ­
9 Ti encesbetweenprojectedcosts  and h i s t o r i c a lc o s t sa r ee v i d e n t .  For example,j: r n z  e f f i c i encya l lowancesa reno t  p a i d  t oi n t e r i m  rate f a c i l i t i e s .  This i s  
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reasonable because thereis no rationale on which to  basethe needed com 
parisontodetermine such efficiency. A l s o ,  the l imits on the historical  
operatingcost base are not a p p l i e d  for that same reason.This is a l so  the  
reason forexcludingtheenergyconservationincentive from inclusion i n  the 
ra tes .  it wouldbe unreasonable and inappropriate t o  pay incentives based 
upon reductions from budgeted rates .  The one-time adjustment is  reasonably 
removed from interimratecalculations becausethe f a c i l i t y ' s  budget rate 
should be bared upon compliancewith program standard,.Property coltsare 
divided by  thegreater of projectedresidentdaysor 80 percent of licensed 
capacity. This is  rearonable because propertyColtsareconridered a fixed 
c o s t  In orderto encourageonlythe development of needed IC?/m bed8and 
appropriate uti l ization of se rv ices  and to assure efficient and prudent 
management of c a p i t a l  a s s e t s  it isrearonabletorequire a lower limit of 
80 percent of licensedcapacitydays also i f  a lower limit vasnot 
es tab l i shed  no incentives would exis t  to  f i l l  the  bed8 andmore e f f i c i en t ly  
allocatethepropertyrelatedcosts moa8 t he  f ac i l i t y ’ s  r e s iden t s  The 
effective date oftheinterimrate is rearonable a0 it assuresthat the  
facil i ty is  certif ied,  or appropriately l icensed i n  tho case of conversions 
and has a Medical assistancerecipientbefore payments ate d e .  K t  is 
rearonabletoupdate an interim rate before the effective date 80 t h a t  the 
time lag between therequest and t h e  effect ive date  becomes immaterial to  
cost 

Statement of Need and reasonableness 

Subpart 2 establisher procedure8 for t h e  interim ra t e  settleup. It  is 
necessary t o  have a r a t e  s e t t l e u p  because theinterimrate) were bared upon 
a budget. Also,  it is necessary t o  have a mechanism to adjust  for  unan­
t icipatedchanges A se t t leup  cos t  repor t  a r t  be f i led  w i t h  actualcosts 
for t h e  interimperiod ending December 31 80 thattheinterim tin period 
ends with the normal reportingpearfor a11 providers An interim period of 
6 to  17 m a t h 8  is necessary and rearonable so thattheinterimperiod has a 
reasonable time frame to  es tabl ish an on-going operation with an accurate 
historical cost base. 

Item A-require8 the .sett leupof interim rates established before 
January 1, 1986 t o  be. calculated according to rules in effect a t  the time of 
establishment This is a necessaryandreasonableprovisiontoaccomodate 
thoseproviders whore interimrates were established under priorrules. 

3 \ $  Item B establisher procedure8 interimfor a s e t t l e u p  when the rate is 
3 1  

establishedafter December 31, 1985. The necessary and reasonableness of$4 excludingthevarious rule provisionslisted i n  rubitem 1 were discussion i n3
\ a  subpart 1. The rationaleforthe occupancy incentives i n  subitem 2 and 3 

.J a 
Q were alsodiscussed i n  subpart 1. Subitem 4 allowsfor a .4166 percent per

u a a . l  
-2 ++ - month increase i n  the s e t t l e u pr a t e  from theprojected rate. I t  is 
b" 2 . necessary and reasonable to  limit increasesto an annualized increases of 

I 5 percent so thatincentives are createdtoaccurately budget and effec­

31-1 tively manage the f a c i l i t y ' s  budget d u r i n g  theinterimperiod. It i s  also  
reasonablebecausethe Department need8 to  have a rationalbasisforeval­
uatingthereasonableness of a project. The entireplanningprocess 

e becowsineffective i f  wide difference8 between theset t le-uprate  and-
budgeted rateresul t .  Also, Minnesota s t a tu t e ssec t ion  256B.501, rub­

0) division 3 staterthatthe procedure8 shal l  include coat containmentg a  
(u b, measures to  assure  eff ic ient  and prudent management of capi ta l  assets  and> Q G: s s  	 operatingcostincreasesthat do not exceed increases i n  othersections of 

the economy. 



t 

Statement of Need and Reasonableness: 

Subpart 3 establisher opera t ing  and proper tyra teadjus tments  necessary 
f o rt h e  nine-nth period between t h e  December 31 s e t t l e - u p  and the 
October 1 start  of t henex tr a t eyea r .  I t  i s  necessary and reasonableto d o  
so b e c a u s ec h a n g e ri nc o a t sa t t r i b u t a b l e  t o  the economy are r e f l e c t e d  i n  
t h a t  ra te  by ad jus t ing  the coa t  by  t h e  annualized CPI-U. Races must be 
ca lcu la tedaccord ing  to  theru leexcep ttha tthe  limits on t h eh i s t o r i c a l  
base, e f f i c i e n c ya l l o w a n c e st h e  one-time a d j u s t m e n t  and theene rgyconse r  
va t ionincen t ive  are notappl icable .  I t  i sr ea ronab letoexc lude  the 
h i s t o r i c a l  o p e r a t i n t  c o a t  limits and theeff ic iencyal lowancebecausethe 
payment ra ter  der ivedfo r  the  nine-monthperiod are bared upon the  same 
h i s t o r i c a l  c o s t s  t h u s  any comparisonbetwenthe rate per iods is 
mean ing le s s  energy incent ive$  and the  one-time adjustment are excluded 
because the  f ac i l i t y ’ s  budge t  can  r ea ronab ly  be  expec ted  to  include 
a p p r o p r i a t es t a f f i n g  ratios and energy c o n s e r v a t i o nm a o u t e r .t h u st h e s e  
coo t$  shou ld  a l r eady  be  bu i l t  into t h e  f a c i l i t y ' s  h i s t o r i c a l  c o a t  b a r e .  
r e s iden t  days  are c a l c u l a t e d  a t  t h e  g r e a t e r  of a c t u a l  d a y s  i n  the period or 
a n  a n n u a l i t a t i o n  of the  last  t h r e e  month. t o  no t  1800 than 8s percent  of 
capac i ty  so t h a t  rates more c l o s e l y  r e f l e c t  o p e r a t i o a r  of an ongoing e n t i t y .  
I f  t h i s  i o  not done ,the  payment rater could be skewed by s t a r t - u p  c o n  
d i t i onssuch  as a IOUoccupancy rate due t o  a slow f i l l  rate. It is rearon­
ab18 t o  a d j u s t  the o p e r a t i n t  costs by t he  charye in the m i n n e s o t a  CPI-U 
fortheprevious  calendar year becausethio i o  the ran  index t h a t  is 

' a p p l i e d  t o  t h e  o t h e r  f a c i l i t i e s  t h a t  are n o tu t i l i z i n gt h o  interim rate pro­
cedures.  

Statement of Need andReasonableness  

Subpart 4 es t ab l i she rp rocedures  for t h e  c a l c u l a t i o n  of t h e  f i r s t  
payment rate a f t e rt h ei n t e r i m  rate period. It ionecessary and reasonable 
t o  establish payment rates usingthenormal rate ret t ingproceduresused by 
a l l  providersbecause by t h a t  time the  provider  would have been i n  opera t ion  
f o r  a l ength  of ti# s u f f i c i e n t  t o  haveh i s to r i ca lcoa texpe r i ence  and the 
opera t ion  can  be e x p e c t e d  t o  b e  s t a b l e  and p red ic t ab le .  

XIII. appeals procedures PART 9553.0080 

Statement of Need: 

I n  o r d e r  t o  p r o t e c t  t h e  ICP/PlR p r o v i d e r s  r i g h t s  t o  d u e  p r o c e s s  of law 
i t  is  necessary t o  e s t a b l i s h  an appea lsprocessfor  ICF/MR providers-. 

Reasonableness: 

Due t o  t h e  similarities i n  t h e  reimbursementrulesbetweennursing 
homes and ICFs/P(R, it is r easonab letopa t t e rntheappea l  process f o r  LCF/HR 
providers af te r  t h e  appealprocessfornursing homes. The a u t h o r i t y  for t h e  
nursing home appea lprocessminnesotaSta tu tes ,sec t ion  256B.50. This 
avoidsconfusion by c r e a t i n gc o n s i s t e n c yf o r  similar providers .  A l s o ,  i t  is 
reasonablebecause some providershave payment rater establ ishedunderboth 
reimbursementrules.  

Statementof Need and Reasonableness: 

Subpart 1 e s t a b l i s h e s  t h e  scopeofappeals.Item A limits a p p e a l st o  
i s s u e st h a t  would haveanimpact on t h e  f a c i l i t y ' st o t 8 1  payment rate. This 

.. 




acmes t o  limit theexpenditure of public funds on disputer over insignific 
canti ssuer .a l soth isi s  i n  compliance w i t h  Minnesota s ta tu tessec t ion  
2568.50, which spellsouttheappealsprocess fo r  nursing home providers i n  
Rule SO. 

reasonableness : 

Sinceappeals are being limited to issues t h a t  would af fec t  t h e  
f a c i l i t y s  t o t a l  payment ra te  and the  tot81 paymoot ra te  is determined by 
minnesota rules part 9553.0010 to  9553.0080, it is tearooable t o  limit 
appeals to the  application Of thoprovisions O f  parts 9SS3.0010 t o  
9553.0080 or i t a  predecessorruler. 

Statement of Need: 

-Item C establishes the  authority for tho commissioner t o  informally
resolveappeals It is  necessary t o  encourage informalresolution o f  
appeal8 due t o  the substantial expenditure o f  tin a d  public funds involved 
i n  formal dispute resolution 

Reasonableness: 

this i t e r  encourages a le88 c o d a t i r e  and l e a #  costly informal rerolu­
tionof t h e  dispute rather than requiring a significant aut187 of public 
funds t o  conduct a form1resolutionbefore l e a 8  formal man8 of settlement 
have been 'tried. 

Statement of Need: 

Subpart 2 establishesprocedures for filing 88 appea l  

Item A. S o a r  res t r ic t ion  need8 t o  beimposed concerningthe time frame 
d u r i n g  whichan appeal can be f i led  in  order t o  providefor a timely settle 
ment of thedispute. 

reasonableness : _ .  ... 

I C  i I t  is reasonable t o  use the  ram0 appeal time frame for IC?/MR providers
I Ci a '!- as is outlined for nursing home providers i n  Minnesota Statute$, section 
: a ~2568.50, because of the s imilar i t ies  i n  the reimbursement process between
! 
' c 
: 

c 
: . n u r a i n s  how$ and ICFr/EQL. th i s  time frame is su f f i c i en ttofac i l i t a t e  the 


1 0 , 


I I appeal8 process whileallowing time toconrider 811 t h e  per t inentfac ts  I t 

is reasonable to require written notification to provide evidence of the' Statement of Need: 


-

c r Item 1 establishes necessity what
<' the to have written documentation of 

0
2 i i s  being disputed what theappealins pa r ty  believer is correct and the 


f' a u t h o r i t y  on which their  argument is based this  i s  necessary i n  order t o  
3 *­
v) '- resolveappealissues i n  a t i m e l y  and orderly manner. 
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r e a s o n a b l e n e s s  

I t  is  reasonabletorequi re  t h a t  t h e  appeal ing p a r t y  p rov idesu f f i c i en t  
i n fo ro r t ion  abou t  t h e  i s s u e  i n  d i s p u t e  so that  v iewpoin tsconcern ingthe  
issue can be developed,presented, and resolved.  Kt is  reasonable  t h a t  
an ICF/?fR appeal r equ i r e  t h e  same s p e c i f i c s  as a nursing home appeal  as 
spec i f iedinMinnesotas ta tu tes ,sec t ion  256B.90, d u et o  t h e  similarities i n  
t h e  reimbursement process betweennursing homes and ICPs/HE. 

Statement of Heed: 

Subpart  3 establishes the method t o  be used for formal appeal resolu­
t ion .  Specific provis ions rega td ing  the  conductof t h e  appeal are necessary
f o r  t h e  t imely and orde r ly  se t t lement  of t h e  d i s p u t e  

reasonableness : 

I t  is rearonable  t o  fo l low the a m  contested cam provis ions  ret f o r t h  
i n  minnesotaStatute#,chapter  14, s e c t i o n  2S6B.50 and m h o  of the Off ice  
of admin i s t r a t ive  Hearing# tha t  are used i n  the hearia# of nutairy home 
appeals t o  avoid confurionabout  the appeal# procedures and r e q u i r e r a t 8  and 
t o  maintain consis tency wi th  other appeal# processes developed by the 
d e p a r t m e n t  

Statement of Need: 

Subpart 4 establishes the  payment rate t h a t  w i l l  be paidduring the 
pendency of an appeal .  this p r o r i a i o n  is necessary fa order to  avoid corn--­
fus ion  i n  the  payment system 

Reasonableness: 

Since the  "correct"  total p a m a t  rate w i l l  no t  be known u n t i l  the 
d i s p u t e  is reso lved ,  it is rearonable  t h a t  the t o t a l  payment rate 
established by the commissionershouldbe t h e  t o t a l  payment rate paid t o  the 
provider  while t h e  appealiopending.  also t h i o  is i scompl i ance  with 

bb MinnesotaStatutes ,  section 256B.50, which spells out  the appeal# process 

SQg f o r  nursing home providers. 

Statementof Need: 

Subpart  5 es t ab l i shes  gu ide l ines  conce rn ing  any underpayments or over­14 
payments which r e s u l t  from the  r e s o l u t i o n  of an appeal .  this provis ion  is 
necessary t o  i n s u r e  the  c o n s i s t e n t  and t imelyse t t lement  of suchpayments

u c . 
e, a '.-
K Z L i  

,c' Reasonableness: 
n mj s s­

' t K t  is r easonab letofo l low t h e  rulerregardingunderpaymentsorover­
1 ' 	 payment as s t i p u l a t e di n  part  9553.0041, subpar t  13 so t h a t  a cons i s t en t  

method i s  employed. 

Statement of Need: 
c
-

d 

0 c,776 Subpart 6 is  necessary i no r d e r  t o  provide a safeguard to the  expen­
2 d i t u r e  of p u b l i c  funds. 
a , a2 z  cnz 
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Date 

Reasonableness : 

I t  is  reasonable t h a t  p u b l i c  funds be u t i l i z e d  t o  pay for expenses 
incu r t&dur ing  the appeal only for c h o s e  cases i n  which t h e  appeal  is  
upheld.  This r e s t r i c t i o nh a s  t h e  added e f f e c t  of i n su r ing  c h a t  a n y  appeals 
a r e  s u b s t a n t i a l  i n  n a t u r e  and d iscourager  t h e  submission of  l a r g e  volumes of 
appeals on t h e  theory  that  8 c e r t a i np e r c e n t a g e  will be upheld. Kt is a l so  
reasonable to restrict t h e  t o t a l  payment rate to t h e  limitations s t i p u l a t e d
i n  part 9SS3.0070, subpar t  2. Maxiurn payment rate restrictions already i n  
e f f e c t  should not be circumvented by the  appeals p r o c e s s  

The foregoing s ta tements  address the need and reasonableness of tho proposed 
rule parts 9553.0010 t o  9553.0080, To 8 great extent the need for t h e  ruler 
are prescribed by state statute federal requirements a d  the inherent 
r e s p o n s i b i l i t y  o f  t h o  minnesota department of Born services t o  exercise 
prudeat management of public fundo. 

the 

tho public hearing 
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